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Report on the financial statements 
Introduction 

1 . I was engaged to audit the financial statements of the Umtshezi Municipality set out on 
pages ... to which comprise the statement of financial position as at 30 June 2016, 

the statement of financial performance, statement of changes in net assets, cash flow 
statement and the statement of comparison of budget with actual information for the year 
then ended, as well as the notes, comprising a summary of significant accounting 
policies and other explanatory information. 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Local Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 
56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2015 (Act No. 1 of 
201 5) (DoRA), and for such internal control as the accounting officer determines is 
necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 


Auditor-general’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with International Standards on Auditing. Because of 
the matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 

Basis for disclaimer of opinion 

Irregular expenditure 

4. The municipality made payments in contravention of the supply chain management 
requirements that were not included in irregular expenditure stated at R8.72 million in 
note 40.3 to the financial statements. I was not able to determine the full extent of the 
understatement of irregular expenditure, as it was impracticable to do so. 

Bulk purchases 

5. The municipality did not account for all bulk purchases made during the year due to the 
breakdown in accounting records. As a result, bulk purchases are understated by R15,6 
million. Additionally, the resultant impact on general expenditure, accounts payable and 
accumulated surplus could not be determined as it was impracticable to do so. 
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Electricity deposit 

6. The municipality did not account for a security deposit in respect of electricity purchases 
due to the breakdown in accounting records. The effect on the financial statements was 
that expenditure and accumulated surplus was overstated by R3,76 million, current 
assets understated by R4, 17 million and VAT receivable overstated by R377 000. 


Trade and other payables - Retentions 

7. I was unable to obtain sufficient appropriate audit evidence for retentions as the 
municipality did not maintain accurate and complete records of the contractual 
information to determine retentions. I could not confirm the amounts by alternative 
means. Consequently, I was unable to determine whether any adjustment to retentions 
stated at R3,17 million in the financial statements was necessary. 


Trade and other payables - Leave accruals 

8. The municipality did not accrue for leave pay, as required by GRAP 25 Employee 
benefits. The effect on the financial statements was that accruals were understated by 
R8,95 million. Additionally, the resultant impact on expenditure and the accumulated 
surplus could not be determined as it was impractical to do so. 


VAT receivable 

9. I was unable to obtain sufficient appropriate audit evidence that the VAT receivable for 
the current year had been properly accounted for, due to the status of the accounting 
records. I was unable to confirm the VAT receivable by alternative means. Consequently, 
I was unable to determine whether any adjustment to VAT receivable stated at R 4,49 
million (2015: R5.61 million) in the financial statements was necessary. 


Trade and other receivables 

1 0. 1 was unable to obtain sufficient appropriate audit evidence that management had 

properly recorded trade and other receivables from non-exchange transactions, provision 
for doubtful debts and bad debts written off for the current year, due to the breakdown in 
controls over the management of trade receivables and bad debts write offs. I was 
unable to confirm that receivables recognised and debts written off were valid by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
receivables stated at R72,69 million, provision for doubtful debts stated at R8,33 million, 
and bad debts written off stated at R4,18 million was necessary. 


Operating commitments 

1 1 . The municipality did not disclose operating commitments, as required by GRAP 1 
Presentation of financial statements. As the municipality did not maintain adequate 
records for commitments, I was not able to determine the full extent of the 
understatement of operating commitments as it was impracticable to do so. 


Underlying records 

12. 1 was unable to obtain sufficient appropriate audit evidence regarding the intangible 
assets, heritage assets , finance leases, long term loans, landfill site provision, 
retirement benefit obligation and unspent conditional grants, finance costs and cash and 
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cash equivalents and reserves as the financial statements were presented for audit 
purposes without accurate and complete underlying accounting records. I was unable to 
audit these account balances by alternative means. Consequently, I was unable to 
determine whether any adjustment relating to these financial statement balances were 
necessary. 


Disclaimer of opinion 

13. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to 
provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 


Emphasis of matters 

I draw attention to the matters below. 

Significant uncertainties 

14. As disclosed in note 44 to the financial statements, the municipality is the defendant in 
various cases against companies relating to claims made against the municipality 
totalling R7,01 million. The ultimate outcome of these matters cannot presently be 
determined and no provision for any liability that may result was made in the financial 
statements. 


Material losses 

15. As disclosed in note 22 to the financial statements, the municipality incurred electricity 
distribution losses amounting to R1 1 ,04 million (201 5: R1 0,06 million) as a result of 
technical and non-technical distribution losses. 


Events after the reporting date 


16. As disclosed in note 46 to the financial statements, the municipality was affected by the 
re-determination of boundaries in terms of the KwaZulu-Natal Provincial Notice 151 of 
2016 issued in KwaZulu-Natal Provincial Gazette No, 1723, dated, 29 July 2016. The 
KwaZulu-Natal Department of Cooperative Governance and Traditional Affairs issued a 
notice in terms of Section 12 of the Local Government : Municipal Structures Act of 
South Africa, 1998 (Act No. 117 of 1998) for the disestablishment of the Umtshezi 
Municipality and Imbabazane Municipality and the establishment of the new Inkosi 
Langalibalele Municipality. The Umtshezi Municipality ceased to exist at 9 August 2016. 


Additional matters 


17. I draw attention to the matters below. 


Unaudited supplementary schedules 
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18. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 


Unaudited disclosure notes 

19. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and accordingly I do not express an opinion 
thereon. 


Report on other legal and regulatory requirements 

20. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and the general notice issued in terms thereof, i have a responsibility to report 
findings on the reported performance information against predetermined objectives for 
selected development priority presented in the annual performance report, compliance 
with legislation and internal control. The objective of my tests was to identify reportable 
findings as described under each subheading but not to gather evidence to express 
assurance on these matters. Accordingly, I do not express an opinion or conclusion on 
these matters. 


Predetermined objectives 

21 . I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information for the Basic service delivery and infrastructure 
development priority presented in the annual performance report of the municipality for 
the year ended 30 June 2016. 

22. I evaluated the reported performance information against the overall criteria of 
usefulness and reliability. 

23. I evaluated the usefulness of the reported performance information to determine 
whether it was consistent with the planned development priority. I further performed 
tests to determine whether indicators and targets were well defined, verifiable, specific, 
measurable, time bound and relevant, as required by the National Treasury’s 
Framework for managing programme performance information (FMPPI). 

24. I assessed the reliability of the reported performance information to determine whether it 
was valid, accurate and complete. 

25. The material findings in respect of the selected development priority is as follows: 

Basic service delivery and infrastructure development 

Reliability of reported performance information 

26. The FMPPI requires municipality’s to have appropriate systems to collect, collate, verify 
and store performance information to ensure reliable reporting of actual achievements 
against planned objectives, indicators and targets. Adequate and reliable corroborating 
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evidence could not be provided for the reported achievements against planned targets 
for 25% of the indicators. 


Additional matters 

27. 1 draw attention to the following matters: 


Achievement of planned targets 

28. The annual performance report on pages x to x which includes information on the 
achievement of the planned targets for the year should be considered in the context of 
the material findings on the reliability of the reported performance information for the 
selected development priority reported in paragraph 26 of this report 


Unaudited supplementary schedules 

29. The supplementary information set out on pages x to x does not form part of the annual 
performance report and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not report thereon. 

Compliance with legislation 

30. I performed procedures to obtain evidence that the municipality complied with applicable 
legislation regarding financial matters, financial management and other related matters. 
My material findings on compliance with specific matters in key legislation, as set out in 
the general notice issued in terms of the PAA, are as follows: 


Strategic planning and performance management 

31 . The adopted integrated development plan (IDP) did not reflect and identify the key 
performance targets and a financial plan, as required by sections 26 and 41 of the MSA, 
as well as Municipal planning and performance management regulation (MPPMR) 2(1) 
(c). 

32. Key performance indicators, including input, output and outcome indicators, in respect 
of each of the development priorities and objectives were not set out in the IDP, as 
required by section 41(1) (a) of the Municipal System Act of South Africa, 2000 (Act No. 
32 of 2000) (MSA) and the MPPMR and 9(1 ) (a). 

33. The performance management system and related controls were inadequate as it did not 
describe and represent the processes of performance planning, monitoring, 
measurement, review, reporting and improvement and how it is conducted, organised 
and managed, as required by sections 38 of the MSA and regulation 7 of the MPPMR. 


Procurement and contract management 

34. Invitations for competitive bidding were not always advertised fora required minimum 
period of days, in contravention of Supply Chain Management (SCM) regulation 22(1 ) 
and 22(2). 
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35. Bid adjudication committees were not always composed in accordance with SCM 
regulation 29(2). 


Expenditure management 

36. Effective steps were not taken to prevent irregular and fruitless and wasteful expenditure 
in contravention of section 62(1 )(d) of the MFMA. 

37. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

Annual financial statements 


38. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors in the submitted financial statements were not 
adequately corrected, which resulted in the financial statements receiving a disclaimer 
audit opinion. 


Consequence management 

39. Unauthorised, irregular and fruitless and wasteful expenditure incurred by the 

municipality was not investigated to determine if any person is liable for the expenditure, 
as required by section 32(2)(a) and (b) of the MFMA. 

Internal control 


40. 1 considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below are 
limited to the significant internal control deficiencies that resulted in the disclaimer of 
opinion, the findings on the performance report and the findings on compliance with 
legislation included in this report. 


Leadership 

41 . Significant deficiencies in oversight and monitoring of internal controls resulting from the 
instability of leadership in the municipality contributed to a complete breakdown in 
internal controls and accounting records to enable and support effective financial and 
performance reporting as well as compliance with legislation. 
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Financial management 

42. Management has not implemented a proper record keeping system to ensure that 
complete, relevant and accurate information is accessible and available to support 
transactions recorded in the annual financial statements and performance report as well 
as compliance with legislation. 


Pietermaritzburg 
9 December 2016 



AUDITOR-GENERAL 
SOUTH AFRICA 
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